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Upward Business Trend Opens 1959 


The trend of New England business was generally upward during the opening 
months of 1959 in pleasant contrast to the downward trend which prevailed a 
year earlier. 

More people had jobs, worked more hours per week, received more income, 
spent more money and supported a larger volume of business. This generalized 
statement does not deny that in individual cases there was continuing unemploy- 
ment or a slower pickup in business than was desired. Yet, all in all, there was a 
tone of hopefulness and buoyancy to business sentiment which was conspicuously 
lacking in early 1958. 

New England nonfarm employment usually experiences a seasonal decline from 
mid-December to mid-February, but this year the decline was relatively mild. 
Business recovery had restored many jobs and the February total was 0.5 percent 
greater than that of a year earlier. This was the first month since July 1957 to 

(Continued on page 2) 
t 
The Bank Merger Movement, page 5 
Mao Capital Spending Still Sluggish, page 8 
Good Odds for Vacation Business, page 11 


Easter Season, Sales Down from 1958, page 11 




















show a net 12 months’ gain in nonfarm employ- 
ment. It offers prospect of easing the job losses 
which were induced by the 1957-1958 recession. 

All six states in the area by February could 
demonstrate employment gains over a year ago. 
Recovery, however, was lagging in some of 
the larger metropolitan areas which had experi- 
enced a more severe impact from the recession. 

Employment gains from a year ago were 
roughly of the same percentage in nonmanu- 
facturing and in the manufacturing of durable 
and nondurable goods. There was, however, dis- 
parity between individual industries. Expansion 
was relatively impressive in ordnance, electrical, 
shoe, service and government employment, but 
was still retarded in the metal, nonelectrical 
machinery, textile and transportation industries. 

Unemployment statistics disclosed a definitely 
favorable trend but still left something to be 
desired. Insured unemployment recorded under 
the six state programs was running about one- 
third less in late March than a year earlier. 
Residual unemployment was estimated, however, 
still in excess of 9 percent of the labor force in 
the Lowell, Lawrence, New Bedford, Providence, 
New Britain and Bridgeport areas. 

Lengthening of factory workweeks has offered 
better evidence of business recovery than have 
Statistics on the number of workers. This is un- 
derstandable because managements are prone to 
lengthen workweeks rather than expand staffs 
in the early phases of business recovery pending 
convincing evidence that the recovery is real. 
Also, productivity of workers is customarily 
greater at such times. In February average 
workweeks were above 40 hours in each of the 
New England states and averaged 1.3 hours more 
than a year ago. The increasing prevalence of 
overtime rates of pay enhances the prospects of 
staff expansions. 

More hours of work, coupled with gradually 
rising hourly earnings, have raised average 
weekly earnings for factory workers to a Febru- 
ary level higher than a year ago in each of the 
six states. Income increases for factory workers 
have been paralleled by increases for others as 
the business environment improved. The over- 
all gain in purchasing power has in turn had a 
stimulating effect upon trade and business in 
general. 

New England department store sales during 
the first quarter were 5 percent greater than a 
year ago. A modest gain of 3 percent in January 
was followed by a 7 percent gain in February. 
With Easter arriving a week earlier than in 1958 
and with belated touches of winter certainly not 
a stimulant for the purchasing of spring apparel, 
Easter shopping at the stores fell somewhat below 
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expectations. In general over the quarter, good 
year-to-year comparative sales performances were 
achieved for apparel and accessories, floor cover- 
ings and appliances. Less satisfying performances 
were turned in by radio and television depart- 
ments and basement stores. Increasing sales en- 
couraged the stores to make moderate advances 
in inventories and in the placement of merchan- 
dise orders. 

Sales at New England furniture stores sub- 
stantially exceeded those of a year ago in both 
January and February, while sales at appliance 
stores showed modest gains. 

Operators in New England’s winter resort 
areas enjoyed a record season. Early snowfalls 
brought hordes of skiers to the trails and slopes 
for the Christmas-New Year holiday period. Fine 
skiing conditions continued through much of 
January, and despite some icy or bare ground 
later, reported guest occupancies at resort ac- 
commodations through March were 13 percent 
ahead of the previous season. 

Construction reflected some increased spend- 
ing inclinations. F. W. Dodge Corporation 
found a 6 percent gain in total construction 
contracts awarded in New England during the 
first quarter over the comparable 1958 period. 
Easier availability of mortgage funds helped spur 
a #2 percent gain in residential contracts. Con,’ 
tracts for manufacturing buildings, which had: 
undergone severe contraction during the reces- 
sionary period, commenced to pick up. Con- 
tracts for other nonresidential buildings and for 
utilities, however, lagged behind the 1958 pace. 

Last fall’s survey of New England manufactur- 
ers’ capital expenditure programs for new plant 
and equipment indicated a retrenchment of 23 
percent from 1957 to 1958 and a prospective 
further retrenchment of 14 percent from 1958 to 
1959. In the light of the better business tone now 
prevailing, a current survey finds 1959 plans re- 
vised upwards to indicate a 2 percent gain over 
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1958. Spending plans will rise mostly in durable 
goods industries, will emphasize expenditures on 
equipment rather than on plant, and will em- 
phasize replacement rather than expansion. 

Many other types of statistics confirm the re- 
covery which has taken place in the New England 
economy. In recent months a great preponder- 
ance of New England purchasing agents has been 
reporting a rising inflow of new orders. Com- 
mencing in December the new order index 
compiled by the Associated Industries of Massa- 
chusetts has exceeded year-carlier values. Output 
of electric power for public distribution in New 
England during the first quarter of 1959 ran 
about 9 percent ahead of that for the first quar- 
ter of 1958. Freight car loadings originating on 
New England railroads, after declining by 18 
percent from 1957 to 1958, showed a 2 percent 
drop during the first two months of 1959 from 
the corresponding 1958 period. National freight 
car loadings gained 2 percent in those two 
months. | 

The improved health of New England busi- 
ness in the first three months of 1959 over the 
corresponding months of 1958 is also evidenced 
by a 17 percent decline in business failures and a 
39 percent rise in the rate of new incorporations. 
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Financial Developments 


Improvement in general business conditions 
had commenced last year in the environment of 
a policy of monetary ease designed to stimulate 
recovery. In the first quarter of 1959 there were 
still some residual unemployment, less than full 
utilization of productive capacity, relative sta- 
bility in over-all price levels, and only moderate 
credit demand. But recovery had already pro- 
gressed far, and there was widespread recognition 
that inflationary pressures were latent rather 


ian nonexistent. Behavior of the securities mar- 
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kets was one evidence of the fear that inflationary 
pressures might reassert themselves vigorously. 
Commercial and industrial loans at New Eng- 
land banks were about equal in volume to a year 
ago, after having sagged somewhat in the earlier 
stages of business recovery. Construction, metal- 
working and commodity dealing firms were bor- 
rowing more heavily, while textile firms’ borrow- 
ings were farthest below year-earlier levels. 
Outstanding consumer credit loans decreased 
by about 1 percent in the area during the first 
quarter of this year as compared with a 5 per- 
cent decline in the first quarter of last year, but 
there were incipient signs of a revival in the 
demand for automobile instalment credit. 
Demand for residential mortgage loans con- 
tinued strong despite an upward trend in rates. 
Corporate and governmental borrowings in the 
capital markets were less than a year ago. 
Short-term interest rates remained relatively 
stable. Federal Reserve discount rates were in- 
creased from 214 to 3 percent. In the long-term 
markets, rates on corporate issues remained 
stable, municipal rates eased, but rates on United 
States Government issues rose to the highest 
levels in over 25 years. 


Durable Goods Industries 


As durable goods industries were hardest hit 
in the recession, so some of them showed the 
most vigor in recovery. Outstanding is the elec- 
trical machinery industry whose February em- 
ployment in New England was 6 percent greater 
than a year ago. Business pickup was most pro- 
nounced at plants engaged in research or in 
production of electronic components and com- 
munication equipment. On the other hand there 
is a continuing contraction in the area’s output 
of some types of industrial electrical machinery. 

Expansion is more spectacular in the relatively 
small ordnance industry. While output of con- 
ventional types of ordnance has been somewhat 
curtailed, emphasis on guided missiles has in- 
creased jobs by more than 50 percent over the 
past two years at New England ordnance plants. 

Recession hit New England’s nonelectrical ma- 
chinery industry hard enough to cause a more 
than 20 percent contraction in employment. Re- 
covery has permitted some restaffing and a con- 
siderable lengthening of workweeks. Machine 
tool orders have turned upward from discourag- 
ingly low levels. Textile machinery makers 
stepped up activity sharply in the first quarter. 
Paper machinery manufacturers report some in- 
crease in order inquiries. 

Sentiment has improved materially in indus- 
tries producing and fabricating metals. Work- 
weeks have lengthened appreciably, although 
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aggregate employment in February was still less 
than a year ago. Fear of a strike-induced shortage 
created a splurge of orders for iron and steel for 
inventory needs. A similar fear plus an increased 
order flow from producers of automobiles, wire, 
cable and consumer appliances have reactivated 
business at copper and brass mills. 

Divergent trends again characterized New 
England’s transportation equipment industry. 
Contraction of activity and employment within 
the aircraft division, which was initiated by con- 
tract cutbacks and stretchouts in the summer of 
1957, had about run its course. Shipyard activity 
in good volume seemed assured for some time 
with several types of tankers and naval vessels 
under construction or on order. Automobile as- 
semblies were in good volume. 

Output, employment and orders increased dur- 
ing the first quarter in New England’s furniture 
industry and enhanced profit positions for most 
firms. Demand from this source as well as from 
construction activity benefited the lumber indus- 
try. Prices and production of hardwood flooring 
were especially strong. 


Nondurable Goods Industries 


Among nondurable goods manufacturing in- 
dustries in New England, one of the strongest 
current performances is in the leather and shoe 
industry. January-February shoe output was 6 
percent greater than a year ago, and first quar- 
ter output may well be the best in any such 
period since 1956. Low retail inventories and an 
early Easter spurred orders for spring lines. Ad- 
vance ordering for fall lines was also brisk. Wage 
and leather costs have risen, and some manufac- 
turers announced price increases for their shoes. 

Apparel manufacturers also benefited from the 
early Easter, low stocks at retail stores and the 
improved tone of business. Order volume per- 
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mitted them to expand staffs above the year-ago 
level. Plants producing dresses, blouses, sports- 
wear and children’s clothing were busy. 

Improving business even extended to textile 
mills. Order backlogs permitted expansion of 
operations in nearly all segments—cotton, woolen 
and worsted, dyeing and finishing—and_ im- 
parted to what remains of this New England 
industry the best tone it has had for some time. 
Textile prices were rather firm. 

Good Christmas sales depleted retail jewelry 
stocks and led to a better volume of orders for 
spring merchandise. Seasonal layoffs at New 
England plants were less than a year ago, and 
the outlook is for more stable employment. 

Business conditions varied among segments of 
the New England rubber products industry, but 
there was a net increase in employment in 
early 1959 in contrast to a decline a year ago. 

Recovery accelerated during the first quarter 
of 1959 in New England’s pulp and paper indus- 
try with production and shipments reported to 
be up from 3 to 10 percent over a year ago. 
Order backlogs were building up at some plants. 


Agriculture 


Trends of farm business and general business 
are frequently not in the same phase. In early 
1959 dairy farmers supplying the Boston poo? 
were the most comfortable among New England: 
farmers with respect to income and expense re- 
lationships. February milk prices were 5 percent 
higher than a year ago, but grain costs were up 
7 percent. In addition, production per cow ap- 
peared to be slightly less. 

Under pressure of increasing supplies, broiler 
prices, currently around 16 or 17 cents at the 
farm, have softened from the range of 19 to 20 
cents which prevailed through much of 1958. 
Demand which usually increases in the summer 
“cook-out” season may not bring higher prices 
this year in view of the expected large supply. 

Current egg prices, following last year’s good 
prices and expansion, are lower. Increased pro- 
duction per hen and a larger national flock may 
lead to a 3 percent increase in egg production 
for the first half of 1959 compared with 1958. 
Presently it is anticipated that the cut in the 1959 
spring hatch may be less than the 10 percent cut 
deemed necessary to hold fall prices even with 
those for the fall of 1958. 

Lower potato prices reflect the surplus arising 
from the larger fall crop than was anticipated. 
Even though March 1 stocks in Maine were 1 
percent less than a year earlier, the market re- 
flects the 12 percent rise in national stocks over 
the same period as well as the inelastic deman?@ 
for potatoes. k 
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_ Changes in the Banking Structure, Part I 


The Bank Merger Movement 


“Open for business under new name.” Over a 
hundred New England commercial banks have 
put up this sign in the past 14 years. Since 1945 
there have been 118 mergers! among commercial 
banks. 

This concentrated wave of bank mergers is 
the second in New England banking history. 
Between 1921 and 1936 there were 172 mergers 
in the region. Although merger activity in this 
earlier period involved a larger number of banks 
than the postwar merger boom, it involved a 
smaller volume of banking business. 

The growth of the American economy in the 
postwar years has brought with it an increase 
in the size of commercial firms and an increase 
in their financial needs. Manufacturing and 
trade sales have more than doubled since 1945. 
Banks which have not grown proportionately 
have found themselves limited in ability to serve 
some of their old customers and handicapped 
in their efforts to obtain new accounts. Com- 
petitive pressures force the bank to increase its 
size. The desire to be one of the largest banks in 
che state, region or country for the greater pres- 
tige involved is a reinforcing factor. Mergers 
have been a solution which many banks faced 
with this problem have chosen. 

One of the specific problems which banks 
have attempted to solve by merger is the 
problem of loan limits. Both national and state 
laws limit the maximum size loan that a bank 
can make to any one borrower. The limit is 
stated as a proportion of the bank’s capital. The 
purpose of this regulation is to ensure that some 
diversification is obtained in the bank’s loan 
portfolio. For national banks, total loans to 
any one person may not, in general, be larger 
than 10 percent of the bank’s capital and sur- 
plus accounts. A bank may find itself unable to 
attract new business or retain old customers be- 
cause the amount which the borrower may need 
exceeds the bank’s loan limit. If a participation 
with correspondents in the loan can be ar- 
ranged, the bank may retain the customer. But 
if no participation is possible the customer may 
shift his account to a bank large enough to 


handle the entire loan rather than deal with — 


several banks. 

1The term merger is used throughout this article to in- 
clude, in addition to mergers, consolidations and pur- 
chases which, though technically different, have the 
ame general results: the combination of what formerly 

- were two separate loyal entities into one banking firm. 
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One way in which banks can gain additional 
funds and additional loan outlets as well as 
diversify their business is through the establish- 
ment of branches. A branch system facilitates 
geographical diversification as well as diversi- 
fication by industry in developing new business 
loans. Moreover, the operation of branches as 
“retail” banking outlets may complement 
“wholesale” banking at the head office. Many 
New England mergers would not have taken 
place if state law prohibited branching. 

Branch banking is one way, in many cases the 
only way, in which banks in slowly growing 
central cities can tap the growth in deposits 
and loan demand in the faster growing subur- 
ban areas, and thus maintain their relative posi- 
tion as to size and prestige. If a bank’s business 
or competitive situation requires a branch in a 
particular area, a merger may be the best way 
to establish the branch. 

There are several reasons for a bank’s merg- 
ing rather than setting up a new office. Absorp- 
tion of a unit bank minimizes promotional and 
construction costs and personnel recruitment 
problems. Another advantage of a merger as 
the source of a branch is the fact that the merger 
immediately eliminates some of the competition. 
Sometimes a bank may wish to have a location 
which could not support more than one office, 
or where supervisory authorities would not al- 
low a new branch, in which case a merger is 
the only way to establish the branch. 

One further advantage of the merger route 
is the better basis for estimating the future suc- 
cess of the branch which the operating experi- 
ence of the existing bank provides. While the 
shift from unit bank to branch will obviously 
bring some changes, there is a firmer founda- 
tion for predicting success than when a new 
branch must be established. 

Another motive for mergers, particularly 
among banks located in the same city, has been 
the aim of offering a complete line of banking 
services. A bank doing largely a trust business 





This is the final article in a two-part series on 
New England’s banking structure. The articles draw 
On material in a doctoral dissertation, Concentration 
and Competition in New England Banking, by Paul 
Horvitz at Massachusetts Institute of Technology. Mr. 
Horvitz conducted the study with the aid of a 
research grant from the Federal Reserve Bank of 
Boston. 
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may seek to merge with a bank doing primarily 
a commercial business. A bank which has been 
late getting into “retail” or consumer banking 
may attempt to establish its position by merger. 

Let us turn now to some of the factors which 
explain why so many bank stockholders have 
been willing to sell out to prospective buyers. 
The problem of size and loan limits discussed 
above is one of the important reasons why many 
small banks in New England have wished to 
merge with a larger institution. Another im- 
portant reason for mergers has been the need 
for stronger successor management in the case 
of many relatively small banks. 

The lack of a ready market for the stock of 
many of the small banks has been behind several 
mergers. Stockholders find themselves unable to 
dispose of their stock at what they consider a 
fair price and thus find a merger the best way 
of converting their holdings into cash. Since 
many of the banks are very small, and there is 
no active market for the stock, many times the 
only way it can be sold at all is as a unit. Fre- 
quently too, there may be nobody except a large 
bank interested in buying a bank or a unit. 

The stock of the typical absorbed New England 
bank was quoted on the market before the 
merger at only a fraction of the stock’s book 
value. For a sample of banks absorbed during 
the postwar period, market price was little more 
than half of book value. Stocks of the absorbing 
banks, on the other hand, sold at nearly book 
value. It should be remembered, of course, that 
this was true of many other industries as well. 

A merger is one way that owners of these banks 
can get book value for their holdings. Most 
mergers have resulted in stockholders of the 
absorbed bank receiving a little more than book 
value. An analysis of a sample of merger terms 
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reveals that in no case did the stockholders get 
less than 85 percent of book value. In many cases 
this meant receiving over twice the market value. 
Stockholders would not be likely to accept much 
less than book value unless a bank is in financial 
difficulty because it can usually be liquidated for 
close to book value. On the other hand, an 
absorbing bank is usually reluctant to pay much 
of a premium above book value. 

In some cases other reasons have been impor- 
tant in the desire to merge. There have been a 
few instances where the merger was desired to 
avert a possible bank failure. There have been 
some mergers among banks controlled by the 
same bank holding company with the objective 
of increasing efficiency of operation. 

The financial statements of merging banks 
reveal that on the average, the absorbing banks 
were more profitable, more aggressive and more 
eficiently operated. Both net profits and divi- 


-dends were higher for the absorbing than for 


the absorbed banks, whether compared with cap- 
ital or gross income. Assets other than cash and 
government securities were a higher propertion 
of total assets for the absorbing banks, as was 
the ratio of loans to total assets. The absorbing 
banks had a lower capital to deposit ratio and 
a higher dividend payout ratio. Some of these 
ratios are shown in the accompanying chart. 
While in some cases the differences between the 
absorbing and the absorbed bank are not large, 
in each case the ratio shows the absorbing bank 
to have been somewhat more aggressive and 


profitable. 


New England Mergers 

The New England states have. not all partici- 
pated equally in the recent merger activity. 
There have been 41 mergers between 1945 and 
1958 in Connecticut but New Hampshire has 
had only 3. The absence of branch banking 
authorization in New Hampshire is one reason 
for the small number of mergers in that state— 
each merger means the closing of a banking 
office. The liberal Connecticut branch banking 
law, in contrast, has provided a stimulus to 
mergers. In Rhode Island, however, the merger 
trend has had its greatest impact on the banking 
structure. Whereas Rhode Island had 25 com- 
mercial banks in 1945 it now has only 8, a reduc- 
tion of 68 percent. 

About one-fourth of all mergers involved banks 
in the same city, and over one-third involved 
banks in different cities but within the same 
county. The remaining mergers involved banks 
in different counties, but even here, in the ma- 
jority of cases, the banks were located in adjacen' 
counties. Thus only a small number of bank. 
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in noncontiguous counties have merged. 

The source of the bank’s charter does not seem 
to have been a factor in New England merger 
activity. The 118 mergers between 1945 and 
1958 were about equally divided among absorp- 
tions of national banks by nationals, nationals 
by state banks, state banks by national, and state 
banks by state banks. 

There was a high degree of concentration in 
the New England merger activity of the postwar 
period—that is, a relatively small number of 
banks absorbed several other banks to account 
for a large percentage of the mergers. In Con- 
necticut, 2 banks accounted for one-half of that 
state’s mergers. In Massachusetts 3 banks ac- 
counted for over one-third of the mergers. In 
Rhode Island, over two-thirds of the mergers 
were accounted for by 2 banks, while 1 bank 
accounted for nearly one-third of Vermont's 
mergers. In New England as a whole, 4 banks 
were involved in 30 percent of all mergers in 
the region, and 10 banks accounted for 45 per- 
cent of all New England bank mergers. 

Publicity given to bank mergers in recent years 
overshadows the fact that a number of banks 
have not participated in the merger movement. 
This results in part from differences of opinion 
among bankers as to the advantages of mergers. 

Some point out the costs of possible misjudg- 
ments of an area’s potential expansion and the 
loss of correspondent balances as country banks 
are absorbed. Some bankers question the wis- 
dom of the retail banking which has characterized 
a number of recent mergers. They stress that 
there is always room tor banks which offer 
specialized types of service. In other cases per- 
sonnel problems may stand in the way with one 
or both banks unwilling to drop loyal employees 
who would not be needed in the new institution. 
In some cases the problem of the price to be paid 
for the absorbed bank may be the factor pre- 
venting the merger. 

As a result of these banks mergers and the 
development of branch banking discussed in last 
month’s Business Review, the structure of bank- 
ing in New England today is quite different from 
what it was in 1920 or even in 1945. 

In 1920 there were 728 commercial banks in 
operation in New England. Of these banks, 63 
operated 92 branches. At the end of 1958 the 
number of banks decreased to 448, but the num- 
ber operating branches increased to 157 and they 
operated 700 branches. 

The banking offices are well distributed both 
among and within the New England states. The 
~umber of banking offices increased from 820 to 
_ +150 since 1920 in New England, with Connect- 


May 1959 


cut, Maine, Massachusetts, and Rhode Island 
responsible for the increase. 

Because New England is densely populated it 
is reasonable to expect the average bank to serve 
a greater number of customers than its counter- 
part elsewhere. Since 1900 the population per 
bank in the region has consistently been higher 
than the national average, and is now about 
22,000 per commercial bank as compared with 
13,000 in the United States as a whole. Popu- 
lation per bank in the region rose from 8,500 
persons in 1900 to 10,200 in 1920 and was 12,400 
in 1931. It has nearly doubled over the last 
quarter century, reflecting the decline in the 
number of banks and the increase in population. 
In northern New England the population per 
bank is about 10,000, substantially higher than 
the national average for similar areas. 

A good test of the availability of banking 
facilities is the distance the bank’s customers 
have to travel to reach a banking office. In 1958 
there were less than 60 square miles per bank- 
ing office in the region as compared with the 
national average of about 140. The facilities are 
well scattered through the district as each county 
but one in New England has at least three bank- 
ing offices. 

As a result of the higher population per bank, 
the higher incomes of New Englanders, and the 
high degree of industrialization in the region, 
the typical New England bank is roughly twice 
the size of the average bank in the United States. 

The accompanying chart shows how the size of 
the average bank has increased since 1920. The 
typical New England bank now has deposits of 
about $6 million. With the increased size of 
New England banks has come the ability to serve 
larger accounts, to provide fuller banking serv- 
ice for all customers and the banking system has 
become more efficient and better integrated. 


CHARACTERISTICS OF FAERGING BANKS 
NEW ENGLAND 1945-1958 
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Capital 


Gencral improvement in New England busi- 
ness conditions is not yet reflected in capital 
expenditure plans. Despite last year’s lower 
levels of capital spending, New England manu- 
facturers plan little increase in 1959, according 
to a Federal Reserve Bank of Boston survey. 
Although the over-all plans for capital spend- 
ing are about the same as in 1958, there are wide 
differences between industries. Durable goods 
industries plan a 5 percent increase in their cap- 
ital outlays, but nondurables expect a 1 percent 
decrease. Thus capital expenditure plans, though 
showing little upward movement as a whole, are 
consistent with the historical trends of various 
New England industries. 

Total capital spending by New England man- 
ufacturers in 1959 is projected at $490 million, a 
2 percent increase over 1958. The figure is still 
far below 1957 expenditures. 

The 1959 survey of capital expenditure plans 
is the second full-scale survey for New England 
as a whole conducted by the Federal Reserve 
Bank of Boston. The bank, which has conducted 
surveys for Massachusetts since 1955, expanded 
the coverage to all of New England last year. 
The estimates of capital spending for all New 
England manufacturing are projected on the 
basis of returns from 1,244 firms which employ 
32 percent of the region’s production workers. 
The New England capital expenditure plans 
differ somewhat from the nation as a whole. A 
joint Commerce Department-Securities and Ex- 
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Spending Still Sluggish 


change Commission survey estimates the nation’s 
manufacturers will spend about 7 percent more 
in 1959, shared about equally between durables 
and nondurables. The over-all increase in Massa- 
chusetts will be about the same as the nation, 
but the state’s increase will be centered in the 
durable goods sector. 

About one-half of the plants surveyed expect 
no significant change in their capital outlays 
from last year. This tendency to keep the same 
level of spending is not so pronounced in larger 
firms, which are scheduling increases to a greater 
extent than are the smaller firms. Only one- 
fourth of firms employing 500 or more produc- 
tion workers expect no substantial change from 
last year. 

In Massachusetts less than one-fourth of all 
firms plan decreases, but in all other states the 
proportion planning decreases is higher. In 
Maine, New Hampshire, Rhode Island and 
Massachusetts, one-third of the firms plan in- 
creases. In the other states the proportion plan- 
ning increases is lower. 


Industry Plans 


Food, textiles, and printing are the three non-< 
durable goods industries which anticipate de- ~ 
clines in new plant and equipment expenditures 
this year in New England. The largest decline, 
both in percentage and dollar terms, is in the 
printing industry. Much of this decrease is at- 
tributable to the completion in 1958 of large 
replacement and modernization programs by 
some of the larger firms who plan much smaller 
expenditures this year. 

Almost three-fourths of the capital expendi- 
tures of the textile industry are for replacement 
rather than expansion. Even though the indus- 
try’s capital spending plans are down consider- 
ably, the survey shows that its employment of 
production workers remained rather stable in 
1958. This stability, coupled with the fact that 
replacement expenditures are remaining at about 
last year’s level, indicates that the industry per- 
haps plans to maintain present operations in 
New England, but does not plan expansion in 
the area. Nationally the textile industry plans a 
19 percent increase in capital spending. 

Sizable decreases are planned by the food in- 
dustry, one of the few industries which showed 
increases last year. The nature of the decrease 
indicates it is the result of generally pessimistic 
expectation rather than any special situations 
All sizes of firms and all branches of the industr _ 
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are planning smaller outlays this year. Only 
one-third of the expenditures that are planned 
are allocated to expansion. 

Planned reduction in capital expenditures of 
the transportation equipment industry in New 
England are counter to both the industry’s na- 
tional plans for 1959 and the historical trend of 
this industry in the region. Much of the New 
England reduction is due to the smaller capital 
outlays planned by some of the larger aircraft 
manufacturers. Automobile manufacturers also 
expect to reduce capital spending in New Eng- 
land, although this segment of the industry ex- 
pects considerable increases nationally. 

The decrease in the nonelectrical machinery 
industry is also counter to the national trend. 
Apparently this industry is postponing expansion 
because of poor sales. It was one of the hardest 
hit in the business recession. One-fourth of its 
plants in New England operated at an average 
of less than 60 percent capacity last year. For 
New England manufacturing as a whole, only 
15 percent of plants operated at a rate this low. 

The electrical machinery industry plans the 
biggest dollar increase in capital spending. This 
industry is continuing its strong growth trend, 
and plans to allocate more than one-half of its 
spending for expansion. Over 40 percent of 
the firms in the electrical machinery industry 
plan to make substantial increases in expansion 


outlays. For New England manufacturing as 





CAPITAL SPENDING CHANGES BY FIRMS 
Total Expenditures, 1959 Planned vs. 1958 Spending 
(In Per Cent of Firms) 


























| | No | 
Decline | Decline | Signi- | Increase | Increase 
of 50°; 20-49'~ | ficant | 20-49°. | of 50°, 
or more | Change or more 
: | 
ALL FIRMS.......... 11 12 46 8 23 
BY SIZE CLASS 
(Production Workers) 
eee ere 8 7 63 5 7 
| POPC e eee teres 13 13 39 7 28 
500 or more. ....66 65% 10 19 26 | 16 29 
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Connecticut. ........64. 14 12 44 a 23 
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Fabricated metals......- 12 14 33 6 35 
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Chemicals: 065.66 cece 13 4 60 7 16 
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a whole, 23 percent plan substantial increases. 
Other durable goods industries planning: sig- 
nificant increases are fabricated metals and in- 
struments. 

Of the six nondurable goods industries which 
expect to increase investment in 1959, the paper 
industry shows the largest percentage increase. 
Very low spending in 1958 accounts partly for 
this large percentage increase. Most of the spend- 
ing this year is for replacement, indicating the 
increase largely represents expenditures post- 
poned in 1958. Paper leads all industries in the 
proportion of firms—57 percent—that expect to 
increase replacement expenditures, while a 
small percentage of its firms expect increases 
in expansion spending. 

The chemical industry, continuing its growth 
in the region, expects to increase capital outlays 
more than three times the industry’s national 
increase. The fact that a big portion of this 
expenditure is for expansion is an indication of 
the industry’s favorable outlook in the region. 
In Massachusetts this industry plans to spend 
about the same as last year. 


Plant Utilization 


The small increase in capital spending does 
not necessarily mean that output will remain 
stable. The survey showed a considerable amount 
of unused capacity in 1958, indicating that out- 
put can be increased without large outlays for 
plant expansion. 

Only one-fourth of the manufacturers reported 
that their average operation last year was up to 
90 percent of capacity. Output must increase still 
further before New England manufacturers feel 
that more expenditures are needed. 

Manufacturers in the United States expect to 
increase their sales 9 percent this year. This 
anticipation of increased sales, together with pro- 
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duction gains that have already occurred, indi- 
cates that New England manufacturers will in- 
crease their utilization of capacity in 1959. 


Spending Allocation 


It is because of unused capacity that the in- 
creases in New England capital spending for 
1959 are generally in replacement and moderniza- 
tion rather than expansion. Some 45 percent of 
total spending will be allocated toward expan- 
sion, about the same proportion as last year. In 
1957 expansion accounted for more than one- 
half of total capital spending. 

A McGraw-Hill survey last year found that 
manufacturing companies nationally were plan- 
ning to shift the emphasis in their capital spend- 
ing toward replacement and modernization, 
rather than expansion, in the years 1959 through 
1961. Although the proportion spent for expan- 
sion has declined somewhat since 1957, this de- 
cline has not been as much as might be expected 
when total capital expenditures are declining. 

Durable goods industries expect a 4 percent 
decrease in expansion expenditures this year and 
nondurables a 2 percent reduction. The electri- 
cal machinery, instruments, lumber and wood 
products, furniture and fixtures, apparel, paper, 
and chemical industries plan to increase their 
expansion expenditures by 20 percent or more 
over the amounts spent in 1958. 

Spending for replacement and modernization 
of plant and equipment will increase by 8 per- 
cent in New England. The major part of the 
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increase is in the durable goods sector. 

Changes in spending between plant and equip- 
ment follow as might be expected from alloca- 
tions for expansion and replacement. Plant ex- 
penditures, which are related to expansion, will 
drop 18 percent this year. The soft and hard 
goods industries plan about equal reduction. 

Machinery and equipment expenditures, which 
are more closely related to replacement, will in- 
crease 9 percent. Both durable and nondurable 
goods industries plan increases. 


Future Outlook 

Only 13 percent of the New England manu- 
facturers that participated in this year’s survey 
were able to estimate their spending for 1960. 
Many of these were large firms, and as a whole 
they account for over 25 percent of production 
worker employment. 

The preliminary estimates of these firms show 
that they will spend about 6 percent less in 1960 
than this year. Industries that expect to increase 
outlays in 1960 are electrical machinery, instru- 
ments, food, apparel, paper, printing and the 
stone-clay-glass industry. 

In the past manufacturers responding to the 
bank’s survey have tended to underestimate their 
capital outlays during periods of business re-, 
covery. In a survey last fall firms which were. 
able to predict 1959 expenditures expected a 14 ~ 
percent reduction from 1958. Now a 2 percent 
rise is expected. 

If the tendency to understate investment in 
periods of business improvement prevails this 
year, the actual capital expenditures may con- 
siderably exceed the $490 million now expected. 
It is unlikely to rise as high as 1957, when capac- 
ity was expanded. The rather high amounts of 
unused capacity will probably provide a check 
to any substantial gains this year. 





RESEARCH REPORT 

A research report on food marketing is 
available on request from the Research 
Department of the Federal Reserve Bank 
of Boston. The study, Trends in Food 
Marketing and their Importance to New 
England, was conducted by Frederick E. 
Cole, extension marketing specialist, De- 
partment of Agricultural Economics, Uni- 
versity of Massachusetts. Mr. Cole wrote 
the report after a seven and one-half month 
tour of marketing operations in 35 states. 
His research was co-sponsored by the Federal 
Reserve Bank of Boston and the University 
of Massachusetts. 
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Good Odds for Vacation Business 


The ski business is something like a game of 
chance, with the wits of the lodging host and 
the enthusiasm of the skier pitted against the 
vagaries of the weather. During most of this 
winter the odds were on the side of vacation 
business. The volume of vacation business from 
December through March was 13 percent ahead 
of last year’s outstanding season. 

The season opened with luck in December 
when early snows pushed combined occupancy 
up 53 percent ahead of December of 1957. Ex- 
cellent skiing conditions stacked the deck in favor 
of the lodging host during the holiday season. 
Christmas fell on a Thursday affording a long 
ski weekend. During December hotel occupan- 
cies were up 60 percent while guest houses 
jumped 45 percent ahead of the comparable 
period last year. 

January found the weather still favoring the 
lodging host. Holiday exuberance spilled over 
into January, and vacation business for the 
month was up 16 percent over year-ago levels. 
During the last half of the month the weather 
played a tough opposing hand of rain, freezing 


rain and fog, but vacation business gains made 
during the first half more than offset these losses. 
Again, the hotels fared better than the guest 
houses. Hotels were 17 percent ahead for the 
month while guest houses were up 14 percent. 

During February the odds were even. Vaca- 
tion business was on a par with February of 1958. 
Skiing conditions varied from poor with icy and 
bare spots to excellent with ample powder snow. 
As a result, lodging hosts commented on vacan- 
cies at the start of the month, and record levels 
at the end of February. Traditional school and 
college vacations plus a three-day Washington’s 
Birthday weekend did much to strengthen vaca- 
tion business during the latter part of the month. 

The last hand dealt ended the season with 
business coming out ahead over adverse ele- 
ments. The heavy snows of mid-March were a 
boon to the close of the season and put vacation 
business 7 percent ahead of March 1958. The 
season from December through March set an 
all-time high in the annals of winter vacation 
business. Some areas still had favorable skiing 
conditions in April. 





Easter Season Sales 


Pre-Easter sales of New England department 
stores failed to live up to expectations. The 
sales volume didn’t even match that of the 
recession-affected season a year ago. Sales during 
the four weeks preceding Easter this year were 
1 percent lower than during the 1958 pre-Easter 
season. Large sales increases were expected be- 
cause of the 3 and 7 percent year-to-year gains 
made in January and February. 

The hazards of weather and an early Easter 
combined to work against sales. Two snow- 
storms, one the heaviest of the winter in southern 
New England, occurred during the third week 
before Easter. Sales that week fell 14 percent 
below the comparable 1958 week. This loss in 
sales was not overcome in the remaining wecks 
of the season. Snow and rain also fell on Good 
Friday, putting a distinct damper on last-minute 
shopping plans. Sales of hats, shoes, gloves and 
other accessories were lowered in particular, as 
these are frequently not purchased until the last 
few days before Easter. Many people feel the 
chances for warm weather on Easter Sunday are 
less when Easter is as early as this year’s—March 
°9. This feeling probably influenced apparel 

__iles which were lower this year than in 1958 


May 1959 


Down from 1958 


when Easter was in April. 

Sales of some departments not particularly 
associated with Easter fared relatively better in 
year-to-year comparisons than did those selling 
apparel and accessories. Among these are the 
homefurnishing and the piece goods and house- 
hold textiles departments. The year-to-year im- 
provement in sales of these departments noted 
earlier in the year appears to have continued 
during the Easter selling season. 

Basement store sales tared only slightly better 
than those of main store departments. The 
little better performance by the basement is 
not sufficient to imply price resistance on the 
part of consumers as a reason for lagging sales. 

Post-Easter sales have shown improvement 
from comparative 1958 experience. Sales for 
the four weeks following Easter were + percent 
greater than during the corresponding 1958 
period, the year-to-year increase slightly better 
than recorded in January, but less than that in 
February. Considering that warm weather made 
its appearance after Easter, it is logical to con- 
clude that the adverse influence of weather must 
be assigned prime responsibility for the poor 
Easter sales’ showing. 
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MASSACHUSETTS 
(1950-52 = 100) 


MANUFACTURING INDEXES 


(seasonally adjusted) 
Mar. '59 


110 
99 
49 

112 

106 


115 
102 
49 
132r 
105 


All Manufacturing 
Primary Metals 
Textiles 

Shoes and Leather 
Paper 





Feb.'59 Mar. '58 


99 
85 
49 
94 
98 


NEW ENGLAND 
(1950-52 = 100) 


Mar. '59 


12 
100 

7\ 
116 
124 


Feb.'59 Mar. '58 


113 100 
100 75 

73 63 
128r 94 
123 116 








1958 figures revised for Massachusetts and New England 


UNITED STATES 
(1947-49 = 100) 


Mar. '59 


150 
146 
n.a. 
n.a. 
na. 


Feb.'59 Mar. '58 


148 129 
138r 91 
108 92 
n.a. “98 
172 149 














BANKING AND CREDIT 
Commercial Loans ($ millions) 
(Weekly Reporting Member Banks) 
Deposits ($ millions) 
(Weekly Reporting Member Banks) 
Check Payments ($ millions) 
(Selected Cities) 
Consumer Installment Credit Outstanding 
(index, 1950-52 = 100) 
TRADE 
Department Store Sales 
(index, seas. adj. 1947-49 
Department Store Stocks 
(index, seas. adj. 1947-49 = 100) 


EMPLOYMENT, PRICES, MAN-HOURS, & EARNINGS 
Nonagricultural Employment (thousands) 
Insured Unemployment (thousands) 

(excl. R. R. and temporary programs) 
Consumer Prices 

(index, 1947-49 = 100) 
Production-Worker Man-Hours 

(index, 1950 = 100) 
Weekly Earnings in Manufacturing ($) 

OTHER INDICATORS 
Construction Contract Awards ($ thous.) 

(3 mos. moving averages, Jan., Feb., Mar.) 
Total 
Residential 
Public Works 
Electrica! Energy Production 
(index, seas. adj. 1947-49 = 100)* 
Business Failures (number) 
New Business Incorporations (number) 


100) 


*Figure for last week of month 





NEW ENGLAND 
Percent Changefrom: 


Mar.'59  Feb.'59 Mar. '58 


UNITED STATES 
Percent Changefrom: 


Mar.'59 Feb.'59 Mar. '58 


1,496 
4,372 
8,614 


210 


11ép. 


136p. 


3,453 
175 


126.4 
(Mass.) 
86.0 


79.00 
(Mass.) 


115,078 
40,511 
19,332 

199.2 


69 
1,013 


+2 
-1 


+14 


+10 
+19 
+17 
—2 


—10 
+28 


p. = preliminary 


+ 1 
+ 3 
+11 
-— 1 


+2 





30,262 
99,772 
223,419 
228 


141p. 


n.d. 


2,655,379 
1,211,772 
417,829 
249.6 


1,263 
18,153 


+2 
-1 
+14 
- 1 


+15 
—11 

0 
— 1 


+9 
+15 


n.a. = not available 


r = revised 


0 
+ 3 
+10 
+ 3 


+ 8 


n.d. 


+ 2 
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